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Key messages 
◼ Community groups in Nyando are the most 
preferred source of agricultural (and other types 
of) credit.  
◼ Despite the importance of CSA, few households 
are seeking agricultural credit to invest in CSA 
related activities.  
◼ School related expenses (e.g. tuition fees) are 
among the major reasons for borrowing. 
◼ Innovative forms of collateral, such as group 
shares, flexible repayment terms, social capital in 
the form of number groups, wealth endowment 
and household savings, are the most important 
determinants influencing borrowing in the 
Nyando area. 
This Info Note summarizes the findings of the CGIAR 
Research Program on Climate Change, Agriculture and 
Food Security (CCAFS) interventions in Nyando Climate-
Smart Village (CSV) targeting smallholder farmers with 
climate-smart agriculture (CSA) approaches to help them 
better manage their farms, and to adapt and mitigate the 
effects of climate change. The work was done by 
University of Nairobi Masters and PhD students as part of 
a financial diaries study involving two counties in Kenya 
and 122 sampled households. The project specifically 
focused on adoption and cross breeding of Galla goats as 
a scalable intervention, agroforestry, water catchments 
and the introduction of learning sites for greenhouse and 
fish farming to help farmers diversify their farming activities 
and sources of income. This study’s objective was to 
assess the borrowing behavior of farm households in the 
CSVs of Nyando. 
Overview of the demand for credit in 
Nyando 
Since 2011, CCAFS has been involved in programming 
that focuses on increasing food security, adapting to 
changing climatic conditions and mitigating the adverse 
effects of climate change and variability by local 
smallholder farmers in the Nyando Basin. 
Farmers were introduced to several interventions such as 
drought-resistant varieties, crossbreeding of small 
ruminants, water harvesting and agroforestry among 
others, to help them improve and diversify their incomes, 
adapt and mitigate the effects of a changing climate. 
Among the activities needed to realize these objectives 
was the need to create innovative financial products for 
smallholder farmers to adopt and upscale the CSA 
technologies. It is against such a backdrop that we 
decided to:  
◼ Identify the credit facilities that farmers in CSVs seek 
in a farming calendar year; 
◼ Assess the factors influencing their decision to borrow 
and how much they borrow. 
Household characteristics 
The average household size is six members which could 
be a sign of high dependency. There are more male 
headed households but women constitute the majority in 
group membership. The groups are very popular in the 
area, with over 90% of the households being members. 
The primary occupation of the households is agriculture 
which is practiced in two seasons. Other occupations 
include salaried work and running small businesses. The 
cropping seasons influence the demand and seasonality of 
credit with the 2nd season of July- December registering the 
highest demand for loans (Table 1). Loan demand is 
highest during the first months due to school fees and farm 
preparation needs. Households use credit mainly for 
household consumption, health expenses, agricultural 
activities, school expenses and small business startups. 
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However only a few farmers used part of the loans 
acquired to finance climate-smart technologies. 
Variable Freq. Percent  
Gender    
  Females 23 18.85  
  Males 99 81.15  
Marital status    
  Not married 45 36.89  
  Married 77 63.11  
Group membership    
  Non members 12 9.84  
  Members 110 90.16  
Primary occupation    
  Others 48 39.34  
  Agriculture 74 60.66  
Loan seasonality    
  2nd season  
(Jul-Dec) 
80 65.57  
  1st season  
(Jan-June) 
42 34.43  
Table 1: Socio-economic and demographic factors 
Credit facilities available to farmers 
Households which have adopted and are practicing CSA 
have higher demand for credit facilities. The reason is that 
climate-smart technologies are relatively expensive to 
adopt and may require substantive amounts of investment. 
Given that most Nyando farmers are poor and their 
incomes are not enough to finance adoption of these 
technologies, we sought to understand where they get 
resources to finance CSA practices. Most households 
have adopted at least one CSA practice/technology. The 
mean average money borrowed was approximately 
Ksh.13,000 (US$ 130) with interest rates charged ranging 
from 8% to 53%. Farmer groups are the main source of 
credit for most of the households (42%), while formal 
sources such as banks and micro-finance institutions are 
not popular with farmers. About half of the households 
(46%) did not seek credit (Table 2).   
Loan sources Freq. Percentage 
 Bank  5 4.10 
 Relative 1 0.82 
 Input supplier 1 0.82 
Community 
Groups  51 41.80 
Other sources 8 6.56 
None  56 45.90 
Table 2: Loan sources 
Participation in the credit market 
Given that almost half of the households do not participate 
in the credit market, it was important to explain the factors 
that influence farmers participation (borrowing) in the credit 
market. The analysis shows that the loan repayment 
period, collateral (group shares), household savings and 
social capital (number of groups household members 
belong to) are key determinants. Farm households in 
Nyando prefer a relatively longer repayment period to 
settle their loans as their incomes are irregular given that 
they depend mostly on farming which is seasonal. Using 
group shares as collateral encourages farmers to borrow 
as their contribution acts as security to the loans. A share 
is affordable (Ksh. 50) and hence within the reach of most 
poor rural households in Nyando. Groups are a form of 
social capital and they are a source of information and 
training for the members. Through such, farmers acquire 
information on improved farming investments and 
methods. Household savings are a precursor to borrowing 
as households who save can provide collateral to loans 
hence farmers who save tend to borrow more. 
The intensity of market participation (the amount that farm 
households borrow/secure) is influenced positively by loan 
repayment period, wealth endowment and social capital 
(number of groups household members belong to). Wealth 
endowment includes assets such as land, household, farm 
assets etc. The more the assets the higher the ability to 
provide collateral and the more the need for more 
resources to finance farm operations hence the more they 
are likely to borrow. The number of groups form part of 
social wealth and membership to more groups translates 
to more access to credit and higher likelihood to borrow. 
Engaging in agriculture as the main occupation of the 
household had a negative influence on how much farm 
households borrowed. This might be associated with the 
risky nature of agricultural activities exacerbated by 
fluctuating commodity prices. 
Conclusions and policy implications 
From the analysis we can conclude that informal credit 
sources, especially community and self-help groups, are 
the most preferred sources of credit for the farm 
households of Nyando. It is also evident that a small 
percentage of farmers borrow to invest in these smart 
technologies. Flexible loan repayment terms, innovative 
types of collateral (use of group shares as collateral), 
wealth endowment, social capital (membership/number of 
self-help groups) and household savings are key 
significant influencers of demand for credit by smallholder 
farmers. Finally, there are a lot of uncertainties associated 
with agricultural production and from our analysis, 
practicing agriculture as a primary occupation discourages 
credit acquisition. 
We therefore recommend that the government should fast 
track the implementation of the CSA plan alongside 
providing CSA tailored financing options to help adoption 
and up scaling. The state and other stakeholders should 
consider using groups as a financing avenue as they have 
shown high success rates and thus serve as a viable option 
for credit provision to needy farmers compared to set ups 
that crop up every time there is a government or NGO 
credit package. 
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Financing and lending stakeholders need to consider sim-
plifying lending procedures and making loan repayments 
and collateral flexible enough to reach poor farmers and 
use the groups financing model to penetrate this section of 
the population. 
Groups provide social capital which act as collateral when 
accessing credit, and can be used for technological trans-
fer awareness. Thus, the government can penetrate rural 
finance by using groups as opposed to ad hoc-set ups that 
normally mushroom when a finance package is an-
nounced. 
Farmers, especially rural smallholder farmers practicing 
agriculture, are more credit constrained and prone to risks 
and losses as opposed to the other economic sectors, and 
the state can help them by providing crop and livestock in-
surance facilities through farmer groups to cushion them 
against farming risks. 
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This brief summarizes part of the findings of a 
CGIAR climate smart agriculture program in Nyando 
undertaken by university of Nairobi post graduate 
students in conjunction with the CCAFS. This brief 
focuses on credit demand aspects of the farmers of 
Nyando in terms of credit sources, use mainly in the 
climate smart agriculture villages.  
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